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The Federal Reserve (Fed) lowered rates by another 25 basis points (bps) this week, bringing the total
reduction to 100 bps or a full 1.0% since they began in September. This leaves the fed funds rate at a
range of 4.25% to 4.50%. Notably, there was one dissenter who preferred to maintain the target rate.
This was widely expected but the market’s reaction was more forward looking and focused on the Fed’s
updated Summary of Economic Projections. The Fed raised their forecasts for both growth and inflation.
Real gross domestic product (GDP) is now forecasted to come in at 2.50% for this year and 2.10% for
2025. On the inflationary front, the Fed’s median forecast for the Core Personal Consumption
Expenditures Index (PCE) rose to 2.80% this year and 2.50% for 2025. In fact, their forecast now calls
for inflation to remain and 2.0% goal, through 2026. Finally, unemployment was revised down.
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These revised-higher economic projections in Federal Open Market Committee (FOMC) forecasts
resulted in the market swiftly re-pricing future Fed rate cuts and U.S. Treasury yields precipitously rising.
The long end was particularly vulnerable as the ten-year and thirty-year bond yields rose by
approximately 13 bps, which resulted in a steepening of the curve. The market and the Fed now only
expect two additional fed funds rate cuts through 2025.
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Data is as of 12.19.2024. Source: Bloomberg L.P.
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In the press conference after the rate decision, Fed Chair Jerome Powell mentioned their dual mandate
when he referenced the risks to achieving employment and inflation goals as being roughly in balance.
He went on to state that policy has been moving toward a more neutral setting. Additionally, while
answering questions, Powell mentioned the decision was paired with the extent and timing language in
the post meeting statement that signals we are at or near a point that it will be appropriate to slow the
pace of further adjustments. This appears to suggest that a pause in rate cuts is nearing.

Our View

The U.S. economy’s resilience and the recent lack of progress on the inflation front have resulted in the
market pricing in fewer rate cuts going forward. Uncertainty on both fiscal and tax policy are also appear
to be weighing on the market. We maintain a slightly short duration bias as we expect growth and
inflation to remain firmly above the 2.0% level through 2025. Within credit, we favor securitized over
corporate credit with spreads at historically tight levels and risk/reward unattractive. We still favor spread
products, and corporate and securitized bonds as the tail winds from a resilient economy and pro-growth
administration support these sectors.

Yields are subject to market conditions and are therefore expected to fluctuate. The views expressed represent the z . STERLING
opinions of Sterling Capital Management. Any type of investing involves risk and there are no guarantees that these /// ¢ CAPITAL
methods will be successful. ‘




Important Information and Disclosures
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Managing Director | Senior Fixed Income Client Strategist

Andrew Richman, CTFA, Managing Director, joined SunTrust in 2001 and SCM in 2020 as
part of an integration following the merger of equals between SunTrust Banks and BB&T
Corporation. Andy has investment experience since 1988 and is a Fixed Income Portfolio
Manager and Senior Fixed Income Client Strategist. Prior to his 20 years in SunTrust’s
portfolio management division, Andy ran a trust and investment department in Florida as the
trust department senior manager and worked as an equity portfolio manager with Sanford
Bernstein. He received his B.A. from the State University of New York at Albany and his
M.B.A. with a concentration in International Business from the University of Miami. He is also
a graduate of the ABA National Trust School at Northwestern University and holds the
Certified Trust & Financial Advisor designation.

Past performance is not indicative of future results. Any type of investing involves risk and there are no guarantees that
these methods will be successful. Economic charts are provided for illustrative purposes only. The information provided
herein is subject to market conditions and is therefore expected to fluctuate.

The opinions contained in this presentation reflect those of Sterling Capital Management LLC (SCM), are for general information
only, and are educational in nature. The opinions expressed are as of the date of publication and are subject to change without
notice. These opinions are not meant to be predictions and do not constitute an offer of individual or personalized investment advice.
They are not intended as an offer or solicitation with respect to the purchase or sale of any security. This information and these
opinions are subject to change without notice. All opinions and information herein have been obtained or derived from sources
believed to be reliable. SCM does not assume liability for any loss which may result from the reliance by any person upon such
information or opinions.

Investment advisory services are available through SCM, an investment adviser registered with the U.S. Securities & Exchange
Commission and an indirect, wholly-owned subsidiary of Guardian Capital Group Limited. SCM manages customized investment
portfolios, provides asset allocation analysis, and offers other investment-related services to affluent individuals and businesses.

SCM does not provide tax or legal advice. You should consult with your individual tax or legal professional before taking any action
that may have tax or legal implications.

The Certified Trust and Fiduciary Advisor (CTFA) designation is a professional designation offered by the American Bankers
Association (ABA), which provides training and knowledge in taxes, investments, financial planning, trusts, and estates.

The federal funds rate is the interest rate at which depository institutions (mainly banks) lend reserve balances to other depository
institutions overnight on an uncollateralized basis. In simpler terms, it's the rate banks charge each other for short-term loans to
meet their reserve requirements.

Gross domestic product (GDP) is the standard measure of the value added created through the production of goods and services
in a country during a certain period.
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